REPORT OF THE AUDITOR-GENERAL TO THE MPUMALANGA PROVINCIAL 
LEGISLATURE AND THE COUNCIL ON THE DR JS MOROKA LOCAL MUNICIPALITY 


REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1 . I have audited the financial statements of the Dr JS Moroka Local Municipality set out on 
pages xx to xx, which comprise the statement of financial position as at 30 June 2012, the 
statement of financial performance, statement of changes in net assets and cash flow 
statement for the year then ended, and the notes, comprising a summary of significant 
accounting policies and other explanatory information. 

Accounting officer’s responsibiiity for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 201 1 (Act No. 6 of 2011) (DoRA), and for 
such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error. 

Auditor-General’s responsibility 

3. My responsibility is to express an opinion on these financial statements based on my audit. 

I conducted my audit in accordance with the Public Audit Act of South Africa, 2004 (Act 
No. 25 of 2004) (PAA), the general notice issued in terms thereof and International 
Standards on Auditing. Those standards require that I comply with ethical requirements 
and plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified audit opinion. 


Basis for qualified opinion 

Accumulated surplus 

6. A disclaimer of opinion was issued on the prior year’s financial statements. I was unable to 
determine the extent of the effect of these limitations on the balances as at 30 June 2012. 

Property, plant and equipment 

7. I was unable to confirm the valuation of infrastructure assets valued at R88 51 5 010 and 
community assets valued at R69 442 191 included in property, plant and equipment, due to 
assets not being unbundled as required by GRAP 17. Furthermore, I was unable to obtain 
sufficient audit evidence to confirm the accuracy of the depreciation amounting to 

R65 437 463 included in note 3 to the financial statements. Consequently, I could not 
satisfy myself as to the valuation, existence and completeness of property plant and 
equipment to the value of R1 261 622 585, as disclosed in note 3 to the firiancial 
statements. 

8. The infrastructure assets balance of R856 436 264 disclosed in note 3 to the financial 
statements differed by R11 537 261 from the closing balance in the fixed asset register. I 
was unable to audit the difference, as no documentation was provided to support the 
difference. Consequently, I was unable to verify the valuation, existence, completeness as 
well as rights and obligation of property, plant and equipment. 

9. I was unable to confirm the completeness of plant and machinery, as I could not trace the 
selected assets to the asset register. The municipality’s records did not permit the 
application of alternative procedures. Consequently, I could not obtain sufficient appropriate 
audit evidence as to the completeness of the closing balance of plant and machinery 
amounting of R22 358 845, as disclosed in note 3 to the financial statements. 

10. GRAP 17 requires that for each class of property, plant and equipment recognised in the 
financial statements, there should be a cost, depreciation, accumulated depreciation and 
carrying amount. The municipality’s asset register did not include the cost, accumulated 
depreciation and carrying amount for some assets. Furthermore, the fixed asset register did 
not include descriptions of these assets. Consequently, I was unable to verify the 
completeness of property, plant and equipment. 

1 1 . Assets received from Nkangala district were understated by R24 047 065 when compared 
to transfer certificates from the Nkangala District Municipality. Therefore, infrastructure 
assets are understated by R24 047 065. I was unable to determine the extent of the effect 
of the understatement on depreciation. 

12. A disclaimer of opinion was issued on the prior year’s financial statements. I was unable to 
determine the extent of the effect of these limitations on the balances as at 30 June 2012. 


Trade and other payables 

' JeSlfof'Rn f >° unallocated 

Th^ V ^ '^®sulting in a net balance of R6 046 455 as reflected in note 1 1 

PnL^n ff ® records did not permit the application of alternative procedures 

Consequently, I was unable to obtain sufficient appropriate evidence as to the 

RP ®^'sterice and obligation of trade payables amounting to 

R2 123 961 , as disclosed in note 1 1 to the financial statements. 

Expenditure 

RTfee^fim !tiS ^“dil evidence for general expendilure of 

13 669 603 included in the general expenses balance to the value of R91 618 658 as 

statement of financial performance. The municipality’s records did not 
permit the application of alternative procedures. Consequently, I did not obtain sufficient 

rnm "ivself as to the occurrence, accuracy and 

completeness of general expenses. ^ 

Interest received 

amount for interest received was restated by R18 663 223. I could not 
obtain sufficient appropriate audit evidence to confirm the accuracy of the restatement The 
municipality s records did not permit the application of alternative procedures 

^ accuracy, completeness, occurrence and cut-off of the 

statementr''^^*^ amounting to R1 1 579 215, as disclosed in note 22 to the financial 

Commitments 

R54 95q^!VTh°»r^'" ®''ff‘®*®"\3PP''opriate audit evidence for commitments amounting to 
tn^nhfoin fZJ' satisfactory alternative audit procedures that I could perform 

to obtain reasonable assurance that commitments had been properly recorded Therefore I 

rTsp SsgZ''™ r commitments amounS^ to ' 

R1 92 659 044, as disclosed in note 29 to the financial statements. 

Distribution losses 


17 


Section 125(2)(d)(i) of the MFMA requires the municipality to disclose, in the notes to the 
annual ^mancial statements, the particulars of any material losses. The municipalitv did not 
disclose distribution losses with regard to water, as the municipality had not implemented 
adequate control measures to reliably calculate these losses. I was unable to determine the 
total extent of the understatement of distribution losses, as sufficient appropriate audit 
obtained. There were no satisfactory alternative audit procedures 
reco ded ° assurance that material losses hadLen properly 


Cash flow statement 


18. I was unable to obtain appropriate audit evidence to confirm the accuracy of the non-cash 
adjustment of R35 705 591 in the corresponding figure included in note 28 to the financial 
staternents. The municipality’s records did not permit the application of alternative 
procedures. Consequently, I did not obtain sufficient appropriate audit evidence to satisfy 
myself as to the accuracy of non-cash adjustments. 

Compliance with GRAP standards 


19. The municipality did not comply with the disclosure requirements of certain GRAP 
standards in the preparation of the financial statements. Material non-compliance issues 
were identified in the following areas: 

• The budget vs actual comparisons and explanations for significant variances were 
not disclosed as required by GRAP 1 

• Prior period errors were not disclosed as required by GRAP 3. The followinq were 
not stated for each error: 

o The nature of the prior period error 

o For each prior period presented, to the extent practicable, the amount of the 
correction for each financial statement line item affected 

o The amount of the correction at the beginning of the earliest prior period 
presented 

Aggregation of immaterial uncorrected misstatements 

20. The financial statements as a whole are materially misstated due to the cumulative effect of 
nurnerous individually immaterial uncorrected misstatements in the following elements 
making up the statement of financial position, the statement of financial performance and 
the notes to the financial statements: 


• Revenue reflected as R393 363 865 is understated by R2 515 952 

• Depreciation reflected as R65 437 466 is understated by R1 322 293 

• Expenditure reflected as R320 481 058 is overstated by R1 443 949 

• Property, plant and equipment reflected as R1 261 622 585 is overstated by R199 914 

• Consumer debtors reflected as R31 187 464 are understated by R1 679 485 

• Cash and cash equivalents reflected as R120 184 096 are understated by R845 314 

• Trade and other payables reflected as RIO 751 134 are overstated by R88 047 

• Inventory reflected as R8 057 951 is understated by R252 920 

• Deviations reflected as R5 839 236 are overstated by R1 1 6 306 

• Irregular expenditure is understated by R451 081 

• Fruitless and wasteful expenditure reflected as R334 975 is overstated by R334 975 


21 . In addition. I was unable to obtain sufficient appropriate audit evidence and to confirm or 
verify the following elements by alternative means: 

• Revenue amounting to R231 776 

• Expenditure amounting to R5 672 961 

• Trade and other payables amounting to R2 591 530 

• Property, plant and equipment amounting to R3 847 782 

• Cash and cash equivalents amounting to R4 142 351 

• Deviations amounting to R606 595 

• T rade and other receivables amounting to R248 567 

Qualified opinion 

22. In my opinion, except for the effects of the matters described in the basis for qualified 
opinion paragraphs, the financial statements present fairly, in all material respects, the 
financial position of the Dr JS Moroka Local Municipality as at 30 June 2012 and its 
financial performance and cash flows for the year then ended, in accordance with the SA 
Standards of GRAP and the requirements of the MFMA and DoRA. 

Emphasis of matters 

23. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

24. As disclosed in note 31 to the financial statements, the corresponding figures for 

30 June 201 1 have been restated as a result of an error discovered during 30 June 2012 in 
the financial statements of the municipality at, and for the year ended, 30 June 2011. 

Material underspending of the conditional grant 

25. The municipality materially underspent its budget. At the date of this report, underspending 
amounted to R64 936 036 and no satisfactory explanation was provided for the 
underspending. The underspending related to the municipal infrastructure grant for the 
provision of basic services to indigent community members. 

Material impairments 

26. As disclosed in note 8 to the financial statements, material impairments of R129 310 147 
were incurred as a result of the provision for doubtful debts. 

Additional matter 

27. I draw attention to the matter below. My opinion is not modified in respect of this matter. 
Unaudited supplementary schedules 

28. The supplementary information set out on pages xx to xx does not form part of the financial 
statements and is presented as additional information. I have not audited this schedule and 
accordingly, I do not express an opinion thereon. 


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

* 1 ^® general notice issued in terms thereof I report the 

Predetermined ohjf^rtivoc 

lnformZ®n^n?h"®''"'®" 1° usefulness and reliability of the 

infomation in the annual performance report as set out on pages xx to xx of the annual 

performance against predetermined objectives was evaluated against the 
overall criteria of usefulness and reliability. The usefless of informatk>n1n the annual 
p rformance report relates to whether it is presented in accordance with the National 

programme performance information (FMPPI). lodging 

32. The reliability of the information in respect of the basic service delivery infrastructure 
development and community services objectives was assessed to determine whether it 
adequately reflects the facts (i.e. whether it is valid, accurate and coSS 

33. The material findings are as follows: 

Usefulness of information 
Presentation 

34. Section 46 of ^e Municipal Systems Act of South Africa, 2000 (Act No 32 of 2000) fMSA) 

requires the disclosure of measures taken to improve performance in°hfannual ^ 
perfomiance report where planned targets were not achieved. Adequate and reliable 
coiToborating evidence could not be provided for 96% of the measures taken to imorove 
performance as disclosed in the annual performance report. This was due to limitations 
placed on the scope of my work by the municipality. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself as to the validity accuracv and 
completeness of the measures taken to improve performance. ^ 

Consistency 

35. Section 41(c) of the MSA requires that the integrated development plan should form the 

consistency of obSer'nSoIS and 

rgets between planning and reporting documents. A total of 88% of the reported taroets 

wJs'due maSr r T ^ integratedl'JeiXXIarT is 
riinst t^gets ''«:ord and document actual achievements 


Measurability 


36. The FMPPI requires that performance targets be specific in clearly identifying the nature 
and required level of performance. A total of 79% of the targets relevant to basic service 
delivery, infrastructure development and community services were not specific in clearly 
Identifying the nature and the required level of performance. This was due to the fact that 
management was not aware of the requirements of the FMPPI. 


37. 


The FMPPI requires that indicators and measures should have clear, unambiguous data 
definitions so that data can be collected consistently and is easy to understand and use A 
total of 79 /o of the indicators relevant to basic service delivery, infrastructure development 
and cornmunity services were not well defined in that clear, unambiguous data definitions 
were not available to allow for data to be collected consistently. This was due to the fact 
that management was not aware of the requirements of the FMPPI. 


38. The FMPPI requires that it must be possible to validate the processes and systems that 
produce the indicator. A total of 98% of the indicators relevant to basic service delivery, 
infrastructure development and community services were not verifiable in that valid 
processes and systems that produced the information on actual performance did not exist. 
This was due to management not being aware of the requirements of the FMPPI. 


Reliability of seiected deveiopment priorities in the annual performance report 
Validity 


39. The FMPPI requires that processes and systems that produce the indicator be verifiable I 
was unable to obtain all the information and explanations I considered necessary to satisfy 
myself as to the validity of the actual reported performance relevant to 55% of the basic 
service delivery, 40% of the infrastructure development and 100% of the community 
services objectives. This was due to limitations placed on the scope of my work due to the 
absence of information systems. 

Accuracy 


40. The FMPPI requires that the indicator be accurate enough for its intended use and respond 
to changes in the level of performance. I was unable to obtain all the information and 
explanations I considered necessary to satisfy myself as to the accuracy of the actual 
reported performance relevant to 55% of the basic service delivery, infrastructure 
development and community services objectives. This was due to limitations placed on the 
scope of my work by the absence of information systems and the institution’s records not 
permitting the application of alternative audit procedures. 

Completeness 


41 . The FMPPI requires that documentation addressing the systems and processes for 
Identifying, collecting, collating, verifying and storing information be properly maintained. 
The municipality could not provide sufficient appropriate evidence to support any of the 
selected basic service delivery, infrastructure development and community services 
objectives. 


42. I was unable to obtain sufficient appropriate audit evidence to satisfy myself as to the 
validity, accuracy and completeness of the actual performance reported in the annual 
performance report. This was due to a lack of a document management system. 

Additional matter 

43. I draw attention to the matter below. This matter does not have an impact on the audit 
findings on predetermined objectives reported above. 

Achievement of planned targets 

44. Of the total number of planned targets, only 73 were achieved during the year under 
review. This means that 63% of the total planned targets were not achieved during the year 
under review. This was mainly due to the fact that indicators and targets were not suitably 
developed during the strategic planning process. 

Compliance with laws and regulations 

45. I performed procedures to obtain evidence that the entity has complied with applicable laws 
and regulations regarding financial matters, financial management and other related 
matters. My findings on material non-compliance with specific matters in key applicable 
laws and regulations as set out in the general notice issued in terms of the PAA are as 
follows; 

Annual financial statements, performance report and annual report 

46. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Some material 
misstatements of capital assets, liabilities, revenue, expenditure and disclosure items 
identified by the auditors in the submitted financial statements were subsequently corrected 
or the supporting records provided, but the uncorrected material misstatements and 
supporting records that could not be provided resulted in the financial statements receivinq 
a qualified audit opinion. 

47. The annual performance report for the year under review did not include a comparison with 

the previous financial year as well as measures taken to improve performance as required 
by section 46(1)(a),(b) and (c) of the MSA. ’ ^ 

48. The 2010-1 1 annual report was not tabled in the municipal council within seven months 
after the end of the financial year, as required by section 127(2) of the MFMA. 

49. The accounting officer did not make the 2010-1 1 annual report public immediately after the 
annual report was tabled in the council, as required by section 127(5)(a) of the MFMA. 

50. The accounting officer did not make public the council's oversight report on the 2010-1 1 
annual report within seven days of its adoption, as required by section 129(3) of the MFMA. 


Audit committee 


51 . The audit committee did not advise the council for the first half of the year on matters 
relating to internal financial control and internal audits, risk management, accounting 
policies, effective governance, performance management and performance evaluation, 
compliance with applicable legislation, adequacy, reliability and accuracy of financial 
reporting as required by section 166(2)(a) of the MFMA. 

Asset and liability management 

52. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MSA. 

Procurement and contract management 

53. Sufficient appropriate audit evidence could not be obtained that all contracts had been 
awarded in accordance with the legislative requirements and a procurement process that is 
fair, equitable, transparent and competitive, as most contracts were not made available for 
auditing. 

54. Sufficient appropriate audit evidence could not be obtained that goods and services with a 
transaction value below R200 000 had been procured by means of obtaining the required 
price quotations, as required by Supply Chain Management (SCM) Regulation 17(a) 

and (c). 

55. Persons in the service of the municipality whose close family members had a private or 
business interest in contracts awarded by the municipality failed to disclose such interest, 
as required by SCM Regulation 46(2)(e), the code of conduct for councillors issued in terms 
of the MSA and the code of conduct for staff members issued in terms of the MSA. 

56. A fraud prevention strategy plan was not in place, as required by SCM Regulation 41(2). 

Strategic planning and performance 

57. The municipality did not set appropriate key performance indicators as a yardstick for 
measuring performance, including outcomes and impact, with regard to the municipality’s 
development priorities and objectives set out in its integrated development plan. 

58. The municipality did not set measurable performance targets with regard to each 
development priority and objective. 

59. The municipality did not monitor performance with regard to each development priority and 
objective and against the key performance indicators and targets set. 

60. The municipality did not take steps to improve performance with regard to those 
development priorities and objectives where performance targets were not met, as required 
by section 41 of the MSA. 


Human resource management 


61 . An acting municipal manager was appointed for a period of 10 months, in contravention of 
section 54A(2A)(a) of the MSA. 

62. The senior managers directly accountable to the municipal manager did not sign 
performance agreements, as required by section 57(2)(a) of the MSA. 

Internal audit 

63. The internal audit unit did not function as required by section 165(2) of the MFMA, in that: 

• it did not prepare a risk-based audit plan and an internal audit programme for the 
financial year under review 

• it did not advise the accounting officer and report to the audit committee on matters 
relating to internal audit, internal controls, accounting procedures and practices, risk 
and risk management as well as loss control. 

64. The internal audit unit did not report to the audit committee on matters relating to 
compliance with the MFMA, DoRA and other applicable legislation, as required by 
section 165(2)(b) of the MFMA. 

Internal control 

I considered internal control relevant to my audit of the financial statements, the annual 
performance report and compliance with laws and regulations. The matters reported below 
under the fundamentals of internal control are limited to the significant deficiencies that resulted 
in the basis for the qualified opinion, the findings on the annual performance report and the 
findings on compliance with laws and regulations included in this report. 

Leadership 

65. The municipality did not adequately review the financial statements and the annual 
performance report prior to their submission for auditing; significant matters that required 
the adjustment of the financial statements were thus not identified and corrected. 

66. The municipality did not have documented and approved internal policies and procedures 
to address the process of collecting, recording, processing, monitoring and reporting 
performance information. 

67. The municipality did not implement an action plan to address the findings on performance 
information. 

Financial and performance management 

68. The municipality did not have a proper system of record management or an approved 
record classification system that provided for the maintenance of information supporting the 
reported performance contained in the annual performance report for the basic service 
delivery and infrastructure development objectives. This included information that related to 
the collection, collation, verification, storing and reporting of actual performance 
information. 


69. Management did not perform adequate reconciliations for property, plant and equipment, as 
evidenced by the misstatements. 

70. A lack of adequate reviews by management led to the misstatements in the financial 
statements. 

71 . Non-compliance with laws and regulations relating to SCM and the MFMA could have been 
prevented had compliance been properly reviewed and monitored. 

Governance 

72. The internal audit unit was not adequately staffed and did not have an approved audit plan. 

73. The audit committee did not approve the internal audit plan. 

74. The audit committee did not advise the council on matters relating to internal financial 
control, compliance with laws and regulations and performance reporting for the first half of 
the year. 



Nelspruit 


14 December 2012 



AUDITOR-OENERAL 


SOUTH AFRICA 


Aucliling tc build public confidence 


